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MINIMUM  FINANCIAL  REQUIREMENTS 
Proposed  Adoption  and  Monitoring 

AGENCY:  Commodity  F\itures  Trading 
Commission. 

ACTION :  Proposed  rulemaking. 

SUMMARY:  The  proposed  rule  would 
require  all  self -regulatory  organizations 
imder  the  jurisdiction  of  the  Commodity 
Putm-es  Trading  Commission  (“Commis¬ 
sion”)  to  adopt  minimum  financial  and 
related  reporting  requirements  with 
respect  to  their  member  futures  commis¬ 
sion  merchants  (“PCM’s”).  The  pro¬ 
posed  rule  also  would  permit  the  respon¬ 
sibility  for  monitoring  and  auditing  any 
FCM  which  is  a  member  of  more  than 
one  self -regulatory  organizati<m  to  be 
delegated  to  a  single  self -regulatory 
organization.  This  proposed  regulation 
is  intended  to  accomplish  the  Commis¬ 
sion’s  goal  of  industry  self -regulation  by 
increasing  regulatory  eflSciency,  facili¬ 
tating  the  reduction  of  the  undue  bur¬ 
den  of  multiple  financial  monitoring, 
auditing,  and  reporting  Imposed  upon 
PXTM’s  which  are  members  of  more  than 
one  self-regulatory  organization,  and 
facilitating  the  development  of  a  reg¬ 
istered  futmes  association  under  section 
17  of  the  Commodity  Exchange  Act,  as 
amended. 

DATES:  Comments  on  the  proposed  rule 
should  be  submitted  by  November  1, 1977. 

ADDRESS:  Send  comments  to  Com¬ 
modity  Futures  Trading  Commission, 
2033  K  Street  NW..  Washington,  D.C. 
20581.  Attention:  Secretariat. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

John  L.  Manley,  Chief  Accountant, 

Division  of  Trading  and  Markets, 

Commodity  Futures  Trading  Commis¬ 
sion,  2033  K  Street  NW.,  Washington, 

D.C. 20581. (202-254-5218.) 

SUPPLEMENTARY  INFORMATION: 
The  Commission  is  proposing  the  foiirth 
and  final  stage  of  its  proposed  revisions 
to  Commission  regulations  dealing  with 
the  minimum  financial  and  related  re¬ 
porting  requirements  Imposed  upon 
PCM’s.  ’The  proposed  regulation  requires 
each  self-regulatory  organization  to 
adopt  minimum  financial  and  related 
reporting  requirements  with  respect  to 
its  member  PCM’s.  The  prc^osed  regu¬ 
lation  also  would  permit  the  responsi¬ 
bility  for  monitoring  and  auditing  the 
financial  status  of  any  FCM  which  is  a 
member  of  more  than  one  self-regulatory 
organization,  and  for  receiving  such 
FCTM’s  related  financial  reports,  to  be 
delegated  to  a  single  self-r^nilatory  or¬ 
ganization.  Such  a  delegation  would  not 
relieve  the  self -regulatory  organization 
of  its  duty  to  enforce  its  regulations,  but 
would  relieve  the  self -regulatory  organ¬ 
ization  of  its  duty  to  maintain  a  continu¬ 
ing  affirmative  action  program  to  secxuv 
compliance  with  such  regulations  under 


PROPOSED  RULES 

S  1.51  of  this  part.  The  first  three  stages 
were  proposed  as  follows:  On  October  6, 
1976,  the  Commission  proposed  extensive 
revisions  in  the  financial  reporting  re¬ 
quirements  Imposed  imon  FCM’s  under 
Commission  regulations.  41  FR  45706 
(October  15,  1976).  On  May  17,  1977, 
the  Commission  proposed  substantial 
amendments  to  the  minimum  financial 
standards  to  which  PCTM’s  are  subject 
imder  its  regulation  1.17.  42  FR  27166 
(May  26.  1977).  On  June  14,  1977,  the 
Commission  proposed  an  Improved 
early  warning  system  based  upon  the 
proposed  amendments  to  its  regulation 
1.17.  42  PR  31740  (June  22.  1977) . 

Self-Regulatiok 

In  the  October  15,  1976  Federal  Reg¬ 
ister  release  announcing  the  prc^osal  of 
revised  financial  r^jorting  requirements 
for  FCM’s.  the  Commission  stated  that 

(I)t  to  Commission  policy  to  encourag* 
contract  market  self -regulation.  In  this  ra- 
gard,  the  Commission  anticipates  reqiilrlng 
all  contract  markets  to  adopt  and  to  enforcs 
uniform  minimum  financial  and  related  re¬ 
porting  requirements.  Such  requirements 
would  be  subject  to  the  same  active  oversight 
regulation  as  are  the  other  rule  enforcement 
programs  of  the  contract  markets.  However, 
because  of  the  common  Interest  of  the  con¬ 
tract  markets  In  the  financial  Integrity  of 
their  member  FCM’s  and  because  of  the  uni¬ 
form  applicability  of  the  minimum  financial 
and  related  reporting  requirements  en¬ 
visioned  by  the  Commission,  It  may  be  ad¬ 
vantageous  for  the  contract  markets  to  en¬ 
gage  In  a  joint  enforcement  or  audit  program 
to  monitor  compliance  with  such  uniform 
minimum  financial  and  related  reporting  re¬ 
quirements.  Such  a  joint  program  or  an  al¬ 
ternative  program  through  a  national  futures 
association,  as  provided  for  In  Title  in  oi 
the  Commodity  Futures  Trading  Commission 
Act  of  1974,  7  U.S.C.  21,  could  meet  the  antic¬ 
ipated  Commission  requirements.  41  PR 
45706. 

’The  Commission  believes  It  Is  the  re- 
sponsibilty  of  the  contract  markets,  as 
quasi-public  institutions,  to  insure  the 
financial  integrity  of  their  member 
FC^’s,  thereby  insuring  the  integrity  of 
the  marketplace  itself,  as  well  as  protect¬ 
ing  the  funds  of  customers  who  use  that 
marketplace.  ’Hiis  belief  is  in  keeping 
with  the  self -regulatory  responsibilities 
of  the  commodity  futures  Industry  en¬ 
visioned  by  the  Commodity  Exchange 
Act,  as  amended  (“Act”)  (7  U.S.C.  1-22 
(Supp.  V.  1975)).  Further,  recent  and 
anticipated  changes  in  the  size  and  na¬ 
ture  of  the  commodity  futures  Industry 
and  the  increase  in  the  number  and  types 
of  activities  subject  to  Commission  regu¬ 
lation  under  the  Act  have  made  it  ap¬ 
propriate  for  the  Commission  to  place  a 
significantly  greater  emphasis  on  indus¬ 
try  self-regulation  under  the  oversight 
surveillance  of  the  Commission.^ 

Section  4f(2)  of  the  Act  and  regula¬ 
tion  1.17  provide  that  an  FCM  must  at 


‘See  the  Commission’s  May  26,  1977,  Ped- 
ERAL  Register  release  (42  PR  27166)  for  a 
further  explanatlcm  of  the  changes  In  tha 
size  and  nature  of  the  commodity  futures  In¬ 
dustry  and  the  Increase  in  the  number  and 
types  of  activities  subject  to  Commission 
regulation. 


all  times  meet  the  minimum  financial 
and  related  reporting  requirements  es¬ 
tablished  by  the  Commission  unless  the 
FCM  is  a  member  of  a  contract  market 
and  conforms  to  the  minimum  financial 
and  related  reporting  requirements  set 
by  that  contract  market  and  approved 
by  the  Commission.  At  present,  only  2  of 
the  10  contract  markets  have  adopted 
minimum  financial  and  related  reporting 
requirements  which  have  been  approved 
by  the  Commission  under  section  4f(2) 
of  the  Act.  In  order  to  have  self -regula¬ 
tion  in  the  area  of  financial  responsibil¬ 
ity,  it  is  necessary  for  all  self -regulatory 
organizations  to  adopt  rules  requiring 
their  member  FCM’s  to  maintain  an  ade¬ 
quate  minimum  level  of  net  capital  and 
adhere  to  adequate  related  financial  re¬ 
porting  requirements. 

Uniform  Computational  Criteria 

If  the  Commission  were  to  require  all 
self-regulatory  organizations  to  adopt 
and  enforce  minimum  financial  and  re¬ 
lated  reporting  requirements  for  their 
member  FCM’s  without  requiring  the 
computational  criteria  contained  in 
those  rules  to  be  uniform  throughout  the 
Industry,  it  is  possible  that  ten  different 
computational  criteria  could  result.  ’The 
burden  of  learning  and  complying  with 
such  diverg^t  rules  would  be  placed 
upon  the  approximately  110  FCM’s 
which  are  currently  members  of  more 
than  one  contract  market. 

’The  existence  of  different  minimum 
financial  regulations  would  also  hinder 
the  development  of  an  effective  financial 
surveillance  program  by  a  ’Title  III  As¬ 
sociation.  If  an  FCM  were  a  member  of 
two  contract  markets,  esu:h  having  a  dif¬ 
ferent  minimum  financial  rule,  a  Title 
in  Association  delegated  the  responsi- 
blUty  for  monitoring  the  financial  status 
of  that  FCM  by  both  contract  markets 
would  have  to  lecu-n  and  apply  the  differ¬ 
ent  rules  of  each  contract  market  to  that 
PCM. 

In  additicm,  for  the  same  reasons  de¬ 
scribed  in  the  preceding  paragraph,  un¬ 
less  the  self-regulatory  organization’s 
minimum  financial  requirements  con¬ 
tained  uniform  computational  criteria, 
it  would  not  be  feasible  to  delegate  the 
responsibility  for  monitoring  the  finan¬ 
cial  status  of  an  FCM  which  is  a  member 
of  more  than  one  self-regulatory  orga¬ 
nization  to  a  single  contract  market  or 
other  self -regulatory  organlzaticm.  Fur¬ 
ther.  if  the  self -regulatory  organizations’ 
minimum  financial  requirements  con¬ 
tained  uniform  computational  criteria, 
each  FCM  could  compute  its  net  capital 
for  one  self -regulatory  organization  and 
have  that  computation  be  valid  for  any 
other  self-regulatory  organization  of 
which  it  is  a  member. 

In  wder  to  avoid  the  necessity  of  com¬ 
plying  with  divergent  financial  regula¬ 
tions,  to  facilitate  the  development  of  a 
Title  m  Association,  and  to  facilitate 
the  delegatlim  of  financial  oversight  re¬ 
sponsibility,  the  Commission  is  pn^osing 
that  each  of  the  minimum  financial  reg¬ 
ulations  adopted  by  the  self-regulatory 
organizations  contain  uniform  computa¬ 
tional  criteria. 
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Delegatiok  or  RcsPONsiBii.rrT 

The  uniformity  described  above  will 
enable  the  responsibility  for  the  financial 
oversight  of  an  FCM  which  Is  a  member 
of  more  than  one  self -regulatory  orga¬ 
nization  to  be  delegated  to  a  single  con¬ 
tract  market  or  other  self -regulatory 
organization.  Hie  Commission  is  propos¬ 
ing  to  permit  such  a  delegation  of  re¬ 
sponsibility.  This  delegation  would  per¬ 
mit  the  FCM’s  which  are  members  of 
more  than  one  self -regulatory  organiza¬ 
tion  to  be  monitored  and  audited  for 
compliance  with  such  self -regulatory  or¬ 
ganizations’  minimum  financial  and  re¬ 
lated  reporting  requirements  by  a  single 
contract  market  or  other  self -regulatory 
organization.  It  also  would  enable  such 
FCM’s  to  submit  the  financial  reports 
necessitated  by  such  minimum  financial 
and  related  reporting  requirements  to  a 
single  contract  market  or  other  self- 
regulatory  organization. 

The  self -regulatory  organizations  will 
also  benefit  from  this  delegation  of  re¬ 
sponsibility.  They  will  have  fewer  PCM’s 
to  audit  and  monitor,  yet  they  still  will 
receive  the  necessary  financial  informa¬ 
tion  with  which  to  protect  the  integrity 
of  the  mai’ketplace,  fulfill  their  respon¬ 
sibilities  to  the  customers  that  use  that 
marketplace,  and  enforce  their  minimum 
financial  regulations. 

The  Commission  has  elected  to  permit 
the  contract  markets  to  develop  their 
own  plans  for  the  delegation  of  over¬ 
sight  responsibility  for  PCM’s  w’hich  are 
members  of  more  than  one  self- 
regulatory  organization  to  a  single  con¬ 
tract  market  or  other  self-regulatory  or¬ 
ganization.  This  approach  was  taken  in 
tire  belief  that  the  reduction  of  costs  to 
the  contract  markets  and  the  relieving  of 
the  unnecessary  burden  placed  upon 
FCM’s  would  be  enough  incentive  for  the 
contract  markets  to  come  to  agreement 
on  plans  for  the  delegation  of  this  over¬ 
sight  responsibility.  An  alternative  to 
this  approach  w’ould  be  for  the  Commis¬ 
sion  to  allow  the  contract  markets  to 
develop  their  own  plarrs  within  a  speci¬ 
fied  time  period,  but  at  the  end  of  that 
time  ijerlod,  if  plans  are  not  developed 
to  delegate  the  financial  oversight 
responsibility  for  all  PCM’s  which  are 
members  of  more  than  one  self-reg¬ 
ulatory  organization  to  a  single  contract 
market  or  other  self -regulatory  organi¬ 
zation,  then  the  Commission  would  act 
to  insure  such  a  delegation.  The  Com¬ 
mission  specificskUy  requests  comments 
on  this  alternative. 

FCM  Brcmcsr-Dzaler 

As  these  financial  surveillance  systems 
are  implemented,  cooperative  efforts  will 
also  continue  between  the  Cmnmission 
and  the  Securities  and  Exchange  Com¬ 
mission  with  regard  to  a  uniform  finan¬ 
cial  surveillance  system  betw’een  the  two 
industries.  Eventually,  FCM’s  which  are 
also  broker-dealers  could  save  even  more 
time  and  money  through  this  increased 
uniformity  between  the  commodity  fu¬ 
tures  industry  and  the  securities  indus¬ 
try.  The  implementation  of  this  regula¬ 
tory  efficiency  program  in  the  commodity 


futiu-es  Industry  is  a  vital  first  step  to¬ 
wards  such  a  goal. 

Proposed  Definitions 

’The  CiHnmission  is  proposing  the 
adoption  of  definitions  for  the  terms 
“self -regulatory  organizatim’*  and  “des¬ 
ignated  self -regulatory  orgsuiization”. 
“Self -regulatory  organization’’  would 
mean  a  contract  market,  dcsnestic  com¬ 
modity  option  exchange,  or  a  registered 
futures  association  under  section  17  of 
the  Act.  “Designated  self -regulatory  or¬ 
ganization’’  would  mean  the  seif- 
regulatory  organization  of  which  an 
FCM  is  a  member,  or  if  the  FCM  is  a 
member  of  moi'e  Uian  one  self -regulatory 
oiganization  and  is  the  subject  of  an 
approved  plan  under  proposed  regula¬ 
tion  1.52,  then  a  seif -regulatory  organi¬ 
zation  delegated  oversight  responsibili¬ 
ties  under  proposed  regulation  1.52. 

Summary  of  Proposed  Regulation  1.52 

Regulation  1.52(a)  would  require  each 
.self -regulatory  organization  to  adopt 
minimum  financial  and  related  reporting 
requirements  for  all  of  its  member 
FXTM’s.  The  computational  criteria  used 
to  determine  compliance  with  such  re¬ 
quirements  would  have  to  be  the  same 
as  that  set  forth  in  proposed  regulation 
1.17(c),  as  ultimately  ad(H>ted  after  due 
consideration  of  public  comment.  These 
minimum  requirements  must  be  the 
same  as,  or  more  stringent  than,  those 
ccmtained  in  proposed  regulatlixis  1.10* 
and  1.17,*  as  ultimately  adopted  after 
due  consideration  of  public  comment.  For 
example,  a  self-regulator>’  organization 
might  reasonably  conclude  that  a  higher 
minimimi  net  capital  should  be  necessary 
for  membership  in  that  self -regulatory 
organization.  This  would  be  consistent 
w'ith  this  regulation. 

Proposed  regulations  1.52(b)  (1)  and 
(2)  permit  any  two  or  more  self-regu¬ 
latory  organizations  to  establish  a  plan 
or  plans  for  delegating  financial  over¬ 
sight  responsibility  to  a  designated  self- 
regulatory  organization  with  respect  to 
any  FCM  which  is  a  member  of  more 
than  one  self-regulatory  organization. 
’This  delegation  of  oversight  responsi¬ 
bility  should  result  in  considerable  sav¬ 
ings  to  the  industry.  For  example,  the 
Chicago  Board  of  Trade  and  the  Chicago 
Mercantile  Exchange  have  approxi¬ 
mately  fifty-five  joint  FCM  members. 
If  these  two  self -regulatory  organiza¬ 
tions  alone  shared  financial  oversight 
responsibility  through  such  a  delegation, 
cmisiderable  time  and  money  could  be 
saved. 

Commission  regulation  1.51(a)(3)  re¬ 
quires  each  contract  market  to  maintain 
a  continuing  affirmative  action  program 
for  the  examination  of  the  books  and 
records  kept  by  its  members  relating  to 
their  business  of  dealing  in  commodity 
futures  and  cash  commodities,  insofar 
as  such  business  relates  to  their  dealings 
on  such  contract  market.  An  adequate 
program  includes  periodic  examinations 


*41  Federal  Register  45706  ((Xtober  15. 
1976). 

*41  Federal  Register  27166  (May  26.  1977). 


to  determine  compliance  with  exchange 
recordkeeping  requirements  and  com¬ 
pliance  with  contract  market  rules  in 
certain  stress  such  as  handling  of  dis¬ 
cretionary  accoimts.  margins,  and  han¬ 
dling  of  customers’  orders.  Proposed 
regulation  1.52(b)  would  permit  the 
various  self-regulatory  organizations,  if 
they  believe  it  appropriate,  to  delegate 
these  examination  functions  to  a  desig¬ 
nated  self-regulatory  organization  for 
any  FCM  which  is  a  member  of  more 
than  one  self-regulatory  organization. 

The  Commission  wishes  to  emphasize 
that  in  order  for  a  plan  submitted  by 
two  or  more  self -regulatory  organiza¬ 
tions  to  be  approved,  it  would  not  be 
necessary  for  all  their  FCM’s  which  are 
members  of  more  than  one  self-regu¬ 
latory  organization  to  be  Included.  For 
example,  assume  that  self -regulatory 
organizations  A  and  B  have  twenty 
members  in  common,  and  have  five  addi¬ 
tional  joint  members  which  are  also 
members  of  self -regulatory  organization 
C.  If  agreement  could  be  reached  be¬ 
tween  A  and  B  on  only  fifteen  of  their 
twenty  Joint  members,  and  between  A, 
B  and  C  for  only  three  of  their  five  mem¬ 
bers  in  common,  then  a  plan  could  be 
submitted  for  those  eighteen  FCM’s.  In 
addition,  if  self-regulatory  organization 
C  would  not  agree  to  a  plan  for  the 
delegation  of  responsibility  for  the  two 
remaining  TCM’s  it  has  in  common  with 
A  and  B.  but  A  and  B  could  agree  on 
such  a  delegation,  then  self-regulatory 
organizations  A  and  B  could  still  submit 
their  plan  for  those  PCM’s. 

Proposed  regulation  1.52(c)  would 
permit  a  sharing  of  the  expenses  reason¬ 
ably  incurred  by  a  designated  self- 
recrulatory  organization  due  to  a  plan’s 
operation.  This  sharing  of  expenses  could 
assist  certain  designated  self -regulatory 
organizations  which  may  find  their  costs 
increased  slightly  due  to  the  imple¬ 
mentation  of  a  delegation  plan.  To  offset 
such  costs  the  other  self -regulatory  or¬ 
ganizations  in  the  plan  may  want  to 
share  part  of  these  costs. 

Proposed  regulations  1.52(d)  and  1.52 
(e>  provide  a  structure  for  the  dissemi¬ 
nation  of  Information  from  a  designated 
self-regulatorv  organization  to  the  other 
self -regulatory  organizations  In  a  plan. 
'These  provisions  authorize  access  to  the 
information  that  such  a  self -regulatory 
organization  would  have  been  obligated 
to  obtain  Itself  were  it  not  for  the  im¬ 
plementation  of  this  regulatory  efficiency 
.system.  A  self-rearulatory  organizaticm 
may  then  use  this  information  to  protect 
tvie  intesTitv  of  the  TnaT)cetola“e  and  to 
meet  its  rule  enforcement  obligations. 

Commission  regulation  1.51  reouires 
each  contract  market  to  maintain  an 
aflBrmative  action  urogram  to  secure 
compliance  with  such  contract  market’s 
rules  and  regulations.  Once  restxinsi- 
bility  for  certain  financial  surveillance 
protn-ams  has  been  delegated  to  a  desig¬ 
nated  self -regulatory  organization  under 
this  proposed  regulation  1  52,  the  self- 
regulatory  organization  which  has  dele¬ 
gated  such  responsibility  shall  be  con¬ 
sidered  to  have  met  Its  affirmative  action 
responsibilities  under  regulation  1.51,  to 
the  extent  of  such  a  delegation. 


FEDEIAL  REGISTER,  VOL.  42,  NO.  147— MONDAY,  AUGUST  1,  1977 


39038 


PROPOSED  RULES 


When  an  FCM  ceases  to  be  a  member 
in  good  standing  of  any  self-regulatory 
organization,  proposed  regulation  1.52(i) 
requires  notification  to  be  sent  to  the 
Commission  by  both  the  FCM  and  the 
self-reg\Uatory  organization  of  which 
it  is  no  longer  a  member  in  good  stand¬ 
ing.  This  notification  is  necessary  be¬ 
cause  such  an  occurrence  may  require 
a  re-delegation  of  responsibility  under 
a  plan  or  result  in  the  Commission  be¬ 
coming  the  primary  regulator  of  the 
PCM. 

In  consideration  of  the  foregoing,  the 
Commission  hereby  proposes  to  amend 
17  CPR  Part  1  as  follows: 

1.  By  amending  §  1.3  to  include  new 
paragraphs  (ee)  and  (ff)  to  read  as 
follows: 

•  *  •  •  • 

(ee)  “Self -regulatory  organization.” 
This  term  means  a  contract  market,  a 
domestic  commodity  option  exchange,  or 
a  registered  futures  association  under 
section  17  of  the  Act. 

(ff)  “Designated  self -regulatory  or¬ 
ganization.”  This  term  means  a  self- 
regulatory  organization  of  which  a  fu¬ 
tures  commission  merchant  is  a  member 
or,  If  the  futures  ccmimission  merchant 
Is  a  member  of  more  than  one  self -regu¬ 
latory  organization,  and  is  the  subject  of 
an  approved  plan  under  §  1.52  of  this 
part,  then  a  self-reg\ilatory  organizatimi 
delegated  the  responsibility  by  such  a 
plan  for  monitoring  and  auditing  such 
a  futures  commission  merchant  for  com¬ 
pliance  with  the  minimum  financial  and 
related  reporting  requirements  of  the 
self-regulatory  organizations  of  which 
the  futures  commission  merchant  is  a 
member,  and  for  receiving  the  financial 
reports  necessitated  by  such  minimum 
financial  and  related  reporting  require¬ 
ments  from  such  futures  commission 
merchant. 

2.  By  adding  a  new  §  1.52,  reading  as 
follows: 

§  1.52  Self-regulatory  orgaiii/.alion 
adoption  and  surveillance  of  min¬ 
imum  financial  requirements. 

(a)  Each  self -regulatory  organization 
must  adopt  minimum  financial  and  re¬ 
lated  reporting  requirements  for  all  its 
member  futures  commission  merchants. 
Such  requirements  must  be  the  same  as, 
or  more  stringent  than,  those  contained 
In  SS 1-10  and  1.17  of  this  part,  and  the 
definition  of  adjusted  net  capital  must 
be  the  same  as  that  prescribed  in 
{  1.17(c)  of  this  part. 

(b)  Any  two  or  more  self -regulatory 
organizations  may  file  with  the  Commis¬ 
sion  a  plan  for  delegating  to  a  desig¬ 
nated  self-regulatory  organization,  for 
any  futures  commission  merchant  which 


is  a  member  of  more  than  one  such  self- 
regulatory  organization,  the  responsibil¬ 
ity  of: 

(1)  Monitoring  and  auditing  for  com¬ 
pliance  with  the  minimum  financial  and 
related  reporting  requirements  adopted 
by  such  self -regulatory  organizations  in 
accordance  with  paragraph  (a)  of  this 
§  1.52;  and 

(2)  Receiving  the  financial  reports  ne¬ 
cessitated  by  such  minimum  financial 
and  related  reporting  requirements. 

Such  a  plan  may  also  delegate  the  re¬ 
sponsibility  of  examining  the  books  and 
records  kept  by  such  futures  commission 
merchant  relating  to  its  business  of  deal¬ 
ing  in  commodity  futures  and  cash  com¬ 
modities,  insofar  as  such  business  relates 
to  its  dealing  on  contract  markets,  as  re¬ 
quired  by  S  1.51(a)(3)  of  this  part. 

(c)  Any  plan  filed  under  this  S  1.52 
may  contain  provisions  for  the  alloca¬ 
tion  of  expenses  reasonably  incurred  by 
the  desigmated  self -regulatory  organiza¬ 
tion  among  the  self-regulatory  organiza¬ 
tions  participating  in  such  a  plan. 

(d)  A  plan’s  designated  self -regulatory 
organization  must  report  to  that  plan’s 
other  self -regulatory  organizations  any 
violation  of  such  other  self -regulatory 
organizations’  rules  and  regulations  for 
which  the  responsibility  to  monitor, 
audit  or  examine  has  been  delegated  to 
such  designated  self-regulator>'  organi¬ 
zation  under  this  §  1.52. 

(e)  The  self -regulatory  organizations 
may,  among  themselves,  establish  pro¬ 
grams  to  provide  access  to  any  necessary 
financial  or  related  information. 

(f)  After  appropriate  notice  and 
opportunity  for  comment,  the  Commis¬ 
sion  may,  by  written  notice,  approve 
such  a  plan,  or  any  part  of  the  plan,  if 
it  finds  that  the  plan,  or  any  part 
thereof:  is  necessary  or  appropriate  to 
serve  the  public  interest;  is  for  the  pro¬ 
tection  and  in  the  interest  of  customers; 
reduces  multiple  monitoring  and  audit¬ 
ing  for  compUance  with  the  minimum 
financial  rules  of  the  self-regulatory  or¬ 
ganizations  submitting  the  plan  for  any 
futures  commission  merchant  which  is  a 
member  of  more  than  one  self-regulatory 
organization;  reduces  multiple  reporting 
of  the  financial  Information  necessitated 
by  such  minimum  financial  and  related 
reporting  requirements  by  any  futures 
commission  merchant  which  is  a  mem¬ 
ber  of  more  than  one  self -regulatory  or¬ 
ganization;  fosters  cooperation  and  co¬ 
ordination  among  the  contract  markets; 
and  does  not  hinder  the  development  of  a 
registered  futures  association  under  sec¬ 
tion  17  of  the  Act. 

(g)  (1)  Upon  the  approval  of  a  plan  or 
part  thereof  under  §  1.52(f),  a  self- 
regulatory  organization  which  Is  bi- 


cluded  in  such  a  plan  shall  be  considered 
to  have  met  its  aflirmative  action  respon¬ 
sibilities  under  §  1.51  of  this  part  to  the 
extent  that  such  responsibilities  have 
been  delegated  to  a  designated  self- 
regulatory  organization. 

(2)  After  the  Commission  has  ap¬ 
proved  a  plan  or  part  thereof  under 
§  1.52(f),  a  self-regulatory  organization 
relieved  of  responsibility  must  notify 
each  of  its  members  which  Is  subject  to 
such  a  plan:  (A)  of  the  limited  nature 
of  its  responsibility  for  such  a  member’s 
compliance  with  its  minimum  financial 
and  related  reporting  requirements:  and 
(B)  of  the  identify  of  the  designated 
self-regulatory  organization  which  has 
been  delegated  responsibility  for  such  a 
member. 

(h)  The  Commission  may  at  any  time, 
after  appropriate  notice  and  opportunity 
for  hearing,  withdraw  its  approval  of  any 
plan  or  part  thereof  established  under 
this  §  1.52,  if  such  plan  or  part  thereof 
ceases  to  adequately  effectuate  the  pur¬ 
poses  of  section  4f(2)  of  the  Act  or  of 
this  §  1.52. 

(i) (l)  If  a  futures  commission  mer¬ 
chant  holding  membership  in  a  self- 
regulatory  organization  ceases  to  be  a 
member  in  good  standing  of  that  self- 
regulatory  organization,  such  futures 
commission  merchant  must,  on  the  same 
day  that  event  takes  place,  give  tele¬ 
graphic  notice  of  that  event  to  the  prin¬ 
cipal  office  of  the  Commission  in  Wash¬ 
ington,  D.C. 

(2)  Whenever  a  futures  commission 
merchant  holding  membership  in  a  self- 
regulatory  organization  ceases  to  be  a 
member  in  good  standing  of  that  self- 
regulatory  organization,  such  self -regu¬ 
latory  organization  must,  on  the  same 
day  that  event  takes  place,  give  tele¬ 
graphic  notice  of  that  event  to  the  prin¬ 
cipal  office  of  the  Commission  in  Wash¬ 
ington,  D.C.,  send  a  copy  of  that  noti¬ 
fication  to  such  futures  commission 
merchant,  and  notify  such  futures  com¬ 
mission  merchant  of  its  responsibilities 
under  this  9  1.52(1). 

(j)  Nothing  in  this  9  1-52  shall  pre¬ 
clude  the  Commission  from  examining 
any  futures  commission  merchant  for 
compliance  with  the  minimum  financial 
and  related  reporting  requirements  to 
which  such  futures  commission  mer¬ 
chant  Is  subject. 

(7  UA-0. 6c,  6f,  7a  and  12a) . 

Issued  In  Washington,  D.C.,  on  July  27, 
1977,  by  the  Commission. 

William  T.  Baglet, 
Chairman,  Commoditt 
Futures  Trading  CommissUm, 
|FR  DOC.77-22052  PUed  7-29-77;8:46  aaa| 
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